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Governor 

State  of  Montana 

Helena,  MT  59620 

Dear  Governor  Racicot: 

The  Board  and  Staff  of  the  Montana  Science  and  Technology  Alliance  (MSTA)  are  proud  to 
provide  you  with  our  Biennial  Report.  This  report  chronicles  the  initial  success  of  a  program 
which  has  overcome  considerable  obstacles.  Often  by  pure  tenacity,  board  members,  staff  and 
supporters  have  kept  the  program  alive  long  enough  for  it  to  not  only  self-fund  administration, 
but  to  also  achieve  the  success  which  benefits  the  Montana  economy. 

MSTA  has  authority  over  three  programs:  Research  and  Development,  Seed  Capital  and  the  Job 
Investment  Loan  Program.  These  programs  provide  the  infrastructure  building  and  the  funding 
mechanisms  through  which  the  Montana  economy  is  being  diversified. 

The  Research  and  Development  Program  has  worked  to  establish  Montana's  long  term 
economic  viability  by  building  infrastructure  in  the  science  and  technology  area  and  by 
promoting  university/industry  collaborations.  Matching  funds  for  the  Experimental  Program  to 
Stimulate  Competitive  Research  (EPSCoR)  have  been  provided.  This  has  allowed  the  university 
system  to  build  research  capacity,  with  both  physical  and  human  resources. 

Recognizing  that  Montana  technology-based  companies  are  small  and  have  small  (or  non- 
existent) research  budgets,  MSTA  has  developed  a  synergy  between  these  companies  and  the 
considerable  research  resources  in  the  universities.  MSTA  has  nurtured  technologies  which  have 
been  spun  off  to  the  private  sector.  Through  the  Research  and  Development  Program,  over  thirty 
private  sector/university  collaborations  have  been  made  possible.  MSTA  has  also  participated  in 
the  growth  of  Montana's  two  private  research  institutions,  McLaughlin  Institute  of  Great  Falls 
and  Deaconess  Research  in  Billings. 

The  Seed  Capital  Program  has  helped  build  sixteen  Montana  companies.  Twelve  of  these 
companies  are  technology-based,  one  of  which  is  now  publicly  traded.  Two  of  the  sixteen  are 
venture  funds  which  MSTA  has  seeded  in  an  effort  to  begin  handing-off  venture  investing  to  the 
private  sector.  Two  of  the  companies  ftinded  were  in  need  of  expansion  capital.  MSTA's 
fiinding  provided  this  through  the  Job  Investment  Loan  Program. 


"Working  Together  to  Make  It  Work" 


MSTA  does  not  "cost"  Montana.  It  funds  its  own  administration  and  is  returning  moneys  from 
loan  repayments  to  the  Permanent  Coal  Trust.  We  can  also  continue  to  benefit  Montana  through 
our  Seed  Capital  revolving  loan  fund  and  ongoing  support  of  Research  and  Development. 

You  recently  charged  the  State  to  be  bold  in  its  efforts  to  move  Montana  forward.  I  contend  that 
MSTA  was  bold  before  it  was  popular  to  do  so.  MSTA  is  a  program  with  inherent  risks.  Yet, 
we  as  a  State  must  seed  and  support  Research  and  Development,  we  must  provide  venture 
funding  until  such  time  as  private  sources  develop,  and  we  must  assist  companies  that  need 
expansion  capital  so  they  can  continue  to  grow  in  Montana  rather  than  leave.  MSTA  is  one  of 
the  bolder  programs  which  Montana  has  conceived  and  supported.  As  a  result,  MSTA  has 
helped  establish  five  Centers  of  Excellence  within  the  University  System,  over  thirty 
collaborative  projects  between  the  University  System  and  Montana  technology-based  companies, 
a  Private  Capital  Network  which  matches  companies  with  individual  investors,  fourteen  Montana 
companies,  and  two  private  venture  companies.  All  these  efforts  have  yielded  over  500  jobs  and 
have  leveraged  more  than  $250  million.  MSTA  has  set  the  standard  for  bold,  and  there  is  so 
much  more  that  we  can  do. 

We  are  proud  to  present  MSTA's  1997  Biennial  Report  to  you. 
Respectfully, 

Rebecca  W.  Mahurin,  Chair 

Board  of  Science  and  technology  Development 
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Introduction 


The  Montana  Board  of  Science  and  Technology  Development  is  honored  to  submit  its  1997 
Biennial  Report.  The  information  in  this  report  is  current  as  of  December,  1996.  The  purpose 
of  this  report  is  to  describe  the  programs  and  performance  of  the  Montana  Science  & 
Technology  Alliance  (MSTA). 

MSTA  is  an  investment/economic  development  program  within  the  Department  of 
Commerce.  The  state  established  MSTA  in  1985  to 

"strengthen  and  diversify  Montana's  economy  by  establishing  a  public-private  sector 
partnership  to  encourage  scientific  and  technological  development  within  the  state 
in  order  to  keep  pace  with  a  transforming  economic  structure  and  to  create  new  jobs 
and  expand  small  business  opportunities"  (Title  90,  Chapter  3,  MCA). 


Mission 

MSTA's  mission,  adopted  by  the  MSTA  Board,  is  "to  realize  a  return  on  investment  of  state 
funds  by  contributing  to  Montana's  economic  development  through  capital  formation, 
financing  business  development,  and  technology  research  and  development,  with  the  goal 
of  commercialization." 

MSTA  carries  out  this  mission  by  providing  investment  capital  through  three  programs,  the 
Seed  Capital  Investment  Program,  the  Job  Investment  Loan  Program,  and  the  Research  and 
Development  Financing  Program.  These  programs  complement  other  existing  private  and 
public  sources  of  funds. 


Organization 

The  MSTA  Board  consists  of  nine  private  citizens  appointed  by  the  Governor.  The  Board 
makes  investment  decisions  and  monitors  investments.  In  some  cases,  MSTA  Board 
members  also  serve  on  the  boards  of  portfolio  companies  or  organizations  and  provide  direct 
assistance  and  counseling  on  an  unpaid,  volunteer  basis. 

The  executive  director  and  staff  of  MSTA  report  to  the  Department  of  Commerce.  It  is 
intended  that  staff  provide  support  to  the  Board  in  the  analysis  and  ongoing  monitoring  of 
investments  for  both  the  Seed  Capital  Investment  Program  and  the  Research  and 
Development  Financing  Program.  The  Regional  Development  Officers  of  the  Department 
of  Commerce's  Economic  Development  Division  provide  support,  analysis  and  ongoing 
monitoring  of  investments  for  the  Job  Investment  Loan  Program. 
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Seed  Capital  Investment  Program 


Through  the  Seed  Capital  Investment  Progrann,  MSTA  provides  capital  for  early-stage 
technology-based  businesses.  This  capital  is  provided  by  statute  which  gives  MSTA 
investment  authority  over  $12.5  million  of  the  Permanent  Coal  Tax  Trust  Fund  until  June  30, 
1997.  This  authority  was  initially  granted  in  1989.  In  1995,  the  legislature  also  authorized 
MSTA  to  make  loans  through  the  Job  Investment  Loan  program  with  these  funds  (see  page 
seven).  Additionally,  the  legislature  permitted  MSTA  to  reinvest  the  principal  that  is  repaid 
from  seed  capital  investments  and  job  investment  loans  in  new  loans. 

Investment  in  an  early-stage  development  company  typically  poses  high  risk.  Added  to  the 
customary  risk  associated  with  business  investments  is  technology  risk.  That  is,  is  some 
aspect  of  the  technology  unique  so  that  it  can  provide  a  sustained  competitive  advantage; 
and  is  it  commercially  viable,  capable  of  capturing  significant  market  share?  If  these 
obstacles  are  overcome,  the  return  to  early-stage  investors  can  be  significant.  Investing  in 
early-stage  development  companies  requires  that  a  portfolio  of  diversified  investments  be 
built  so  that  the  overall  return  on  the  portfolio  can  be  very  attractive  even  though  some  of  the 
investments  yield  little  or  no  return. 


Why  This  Program  Was  Created 

The  Montana  economy  has  traditionally  been  dependent  on  the  extraction  of  natural 
resources.  For  a  variety  of  reasons,  including  depletion  of  resources  and  environmental 
concerns,  these  industries  have  been  shrinking  and  do  not  provide  the  employment  base 
they  did  in  the  past.  Many  high  paying  jobs  in  the  extractive  industries  have  been  replaced 
by  lower  paying  jobs  in  the  service  sector.  Diversification  of  Montana's  economic  base  is 
critical  and  can  be  provided  by  technology-based  businesses  which  are  generally  "clean"  and 
provide  well-paying  jobs.  In  addition  to  creating  jobs,  technology-based  businesses  also  help 
the  state's  basic  industries  solve  major  problems.  MSTA's  portfolio,  for  example,  includes 
a  company  with  a  method  for  remediating  mine  wastes  by  removing  heavy  metals  from  a 
liquid  stream,  and  three  other  companies  that  help  farmers  improve  crop  yields  by  providing 
safe  bio-pesticides,  reducing  the  amount  of  herbicides  and  pesticides  required  for  effective 
control,  and  providing  site-specific  data  that  can  be  used  to  more  efficiently  utilize  water, 
fertilizer,  pesticides  and  herbicides.  These  kinds  of  applications  obviously  extend  far  beyond 
state  borders. 

To  promote  the  formation  and  expansion  of  technology  based  businesses,  risk  capital  is 
critical.  However,  in  1985,  there  were  no  active  venture  capital  companies  in  Montana  and 
Montana  businesses  had  difficulty  attracting  investments  from  out-of-state  firms.  The 
legislature  created  MSTA  and  the  Seed  Capital  Investment  Program  to  fill  this  gap. 


How  the  Program  Operates 

Traditional  debt  financing  is  neither  available  nor  appropriate  for  these  early  stage 
companies.  The  risks  are  such  that  interest  alone,  other  than  at  an  exorbitant  rate,  could 
never  cover  the  costs  of  the  inevitable  failures.  To  accept  this  level  of  risk,  a  venture  capital 
company  must  be  able  to  participate  in  the  appreciation  of  value  in  its  successful  companies. 
The  investment  vehicle  that  MSTA  uses  to  do  this  is  a  "convertible  debenture."  This  is  a  debt 
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instrument  that  earns,  or  accrues  interest,  but  is  also  convertible  into  a  predetermined 
number  of  shares  of  the  common  stock  of  the  company.  As  the  company's  value  increases, 
so  does  the  value  of  the  debenture.  While  MSTA  is  constitutionally  prohibited  from  owning 
stock  and  thus  converting  the  debenture,  MSTA  can  sell  the  debenture  to  a  third  party.  It  is 
not  the  intent  of  MSTA  to  return  only  principal  and  interest  to  the  Permanent  Coal  Tax  Trust 
Fund  but  rather  to  realize  better  returns  through  the  appreciation  of  the  value  of  the 
debentures.  The  debentures  are  structured  such  that  MSTA  does  not  receive  installment 
payments,  so  typically,  MSTA  sees  no  return  until  maturity  of  the  loan  or  sale  of  the 
debenture.  These  types  of  investments  are  long  term.  A  five  to  seven  year  time  frame  for 
realizing  a  return  on  these  investments  is  typical  for  MSTA. 


How  Funds  Are  Disbursed 

MSTA  can  invest  up  to  10%  of  the  seed  capital  funds  in  a  company  that  passes  a  thorough 
review  process  and  provides  matching  funds.  Today,  the  maximum  that  MSTA  can  invest 
in  any  one  company  is  $1,150,000.  Generally,  MSTA  invests  $100,000  to  $350,000  in  a 
round  of  financing.  While  MSTA  may  choose  to  commit  $350,000  to  a  company,  MSTA 
does  not  always  disburse  the  entire  amount  up-front.  MSTA  often  ties  full  disbursement  of 
committed  funds  to  achievement  of  specific  milestones.  Until  disbursement,  the  funds 
continue  to  earn  interest  under  the  management  of  the  Board  of  Investments  and  are  credited 
to  the  earnings  of  the  Permanent  Coal  Tax  Trust  Fund. 


How  The  Seed  Capital  Portfolios  Have  Performed 

Returns  on  this  fund  are  calculated  based  on  direct  financial  returns  as  well  as  on  long-term 
benefits  to  the  Montana  economy.  "Long-term  benefits"  are  those  activities  that  strengthen 
the  Montana  economy  and  have  potential  to  maintain  and  create  jobs,  increase  per  capita 
income,  or  increase  Montana  tax  revenues.  Page  five  summarizes  this  program's  direct 
financial  returns  and  long-term  benefits  to  the  Montana  economy.  The  sections  below  deal 
specifically  with  the  financial  performance  of  the  portfolios. 

Alternative  Energy  Tax  Account  Portfolio  (1986-1988):  This  is  MSTA's  first  seed  capital 
portfolio  with  $615,500  invested  in  seven  companies.  MSTA  has  received  returns  of 
$317,276  from  these  investments  and  does  not  expect  to  receive  more  in  the  future. 

Permanent  Coal  Tax  Trust  Portfolio  (1989-1996):  This  is  MSTA's  second  seed  capital 
portfolio  with  $9,278,730  of  investment  commitments  to  date.  Fourteen  investments  have 
been  made  and  are  described  on  pages  six  and  seven.  The  average  age  of  the  investments 
is  3.5  years.  While  the  majority  of  the  investments  have  not  yet  matured,  MSTA  has 
received  returns  of  $291 ,464.  Overall,  the  companies  have  taken  longer  to  develop  and 
market  products  and  have  required  more  investment  than  MSTA  initially  anticipated.  At  this 
time,  it  is  too  early  to  speculate  on  the  portfolio's  final  performance.  MSTA  works  toward 
achieving  the  highest  possible  returns. 
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How  Private  Capital  Formation  Is  Facilitated 

MSTA,  with  statutory  authority  to  invest  up  to  $2  million  in  venture  capital  companies,  has 
actively  facilitated  the  formation  of  private  capital.  Current  efforts  could  eventually  expand 
the  availability  of  private  venture  capital  in  Montana  by  over  $20  million. 

Northern  Rockies  Venture  Fund  (NRVF):  MSTA  made  a  $1,000,000  investment  in  this 
private  venture  capital  partnership,  which  was  capitalized  in  January,  1995.  This  $2  million 
fund  is  currently  the  only  actively  investing,  privately  managed  venture  capital,  fund  in 
Montana.  The  NRVF  fund  is  obligated  to  invest  a  minimum  of  $1,050,000  in  Montana  and 
will  seek  other  investments  in  the  Northern  Rockies.  To  date,  this  fund  has  made  two 
investments  and  is  in  the  process  of  completing  a  third. 

Glacier  Venture  Fund:  MSTA  invested  $500,000  in  this  private  venture  capital  partnership 
and  committed  to  invest  an  additional  $500,000  if  Glacier  becomes  an  SBA-licensed  Small 
Business  Investment  Corporation  (SBIC).  To  date,  this  fund  has  raised  $2.6  million  of  the 
$5  million  required  to  apply  for  the  SBIC  designation.  If  Glacier  receives  this  designation,  this 
fund  is  eligible  for  a  federal  match  of  3:1.  Thus,  Glacier  Venture  Fund  could  potentially 
provide  $20  million  of  capital  for  Montana  businesses,  including  $3  to  $5  million  for  early- 
stage  businesses.  As  advised  by  the  SBA,  this  fund  does  not  intend  to  make  any 
investments  until  the  SBIC  status  is  obtained. 

Montana  Private  Capital  Network:  In  addition  to  these  efforts,  in  1990,  MSTA  provided 
$25,000  of  Research  and  Development  Financing  for  the  creation  of  the  Montana  Private 
Capital  Network  (MPCN).  MSTA's  Research  and  Development  Financing  Program, 
described  on  page  nine,  not  only  funds  research  projects  with  high  commercial  potential  but 
historically  also  funded  programs  that  improved  the  state's  infrastructure  for  assisting 
entrepreneurs.  The  Montana  Private  Capital  Network  matches  entrepreneurs  with  private 
investors.  More  than  $1,050,000  has  seen  invested  in  Montana  businesses  as  a  result  of  the 
MPCN. 


Program  Summary 

MSTA  has  authority  to  invest  up  to  $12.5  million  of  the  Permanent  Coal  Tax  Trust  Fund.  To 
date,  MSTA  has  made  seed  capital  investment  commitments  for  $9.2  million.  These 
investments  have  resulted  in  technology-based  businesses,  encouraged  the  formation  and 
retention  of  over  240  jobs  with  cumulative  annual  wages  in  excess  of  $26  million,  resulted 
in  associated  tax  revenues,  and  have  leveraged  more  than  $139  million  into  these 
companies.  These  investments  have  also  resulted  in  the  formation  of  Montana's  first  two 
privately  managed  venture  capital  funds  as  well  as  in  the  co-investments  by  twenty-two  out- 
of-state  venture  capital  firms  in  MSTA's  portfolio  companies.  Even  though  the  majority  of 
companies  and  investments  are  at  an  early  stage,  financial  return  is  accruing.  Through  this 
program,  MSTA  has  sought  new  technology-based  businesses  in  which  to  invest,  has 
managed  the  current  portfolio  for  the  highest  possible  returns,  and  has  actively  facilitated  the 
formation  of  private  venture  capital. 
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SEED  CAPITAL  INVESTMENT  PROGRAM 

(As  of  December,  1996) 


INVESTMENTS 

1986-1988       Alternative  Energy  Tax  Account  Portfolio'^'    $  615,500 

1989-1996       Permanent  Coal  Tax  Trust  Portfolio 

14  investments 

Average  age,  direct  business  investments:  3.5  years 
Authorized       $12,500,000  (until  June  1997) 
Committed       $  9,278,730 

Disbursed  $  8,303,930 

Total  Funds  Invested  (disbursed)  $  8,919,430 


RETURNS 

All  figures  are  based  on  actual  reported  values  and  represent  accumulated  sums  since 
MSTA's  initial  investment.  Although  MSTA's  funds  are  not  the  only  factor  responsible  for  the 
benefits  listed  below,  MSTA's  early-stage  investments  play  a  critical  role  and  have  enabled 
start-ups  to  reach  the  next  stage  of  grov\/th  and  thus  attract  additional  investment. 


Financial  Returns  to  MSTA  (principal  and  earnings) 


$ 


608,740 


Alternative  Energy  Tax  Portfolio 
Permanent  Coal  Tax  Trust  Portfolio 


$317,276 
$291,464 


Financial  Returns  to  the  State  and  Counties 


Income  Taxes  (estimated)'^' 
Personal  Property  Taxes 


$  1,600,000 
$  218,000 


Benefits  to  Montana's  Economy 


Businesses 

Private  Venture  Capital  Partnerships 

Jobs 

Wages 

Leveraged  Funds 


Fourteen 

Two 

245 

$  26  million 
$139  million 


(1)  In  1987,  statute  allowed  MSTA  to  fund  seed  capital  investments  with  money  raised  from  the  sale  of 
bonds.   In  1988,  this  was  ruled  unconstitutional.  In  1989,  the  Coal  Tax  Trust  became  the  funding  source. 

(2)  "Income  Taxes"  =  "Wages"  (under  "Benefits  to  Montana")  x  3.4%,  per  the  Department  of  Revenue. 
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SEED  CAPITAL  INVESTMENT  PROGRAM 


Permanent  Coal  Tax  Trust  Fund  Portfolio 

(The  figures  shown  represent  funds  committed.  Funds  disbursed  may  be  less.) 


Chromatochem,  Inc.,  Missoula  $350,000 

This  company  developed  high  performance  affinity  chromatography  technology  which  is  used  for  separating 
substances.  This  technology  can  be  used  for  biopharmaceutical  production  and  wastewater  treatment. 

Gateway  Software  Corporation,  Fromberg  $334,150 

This  company  develops  and  markets  software  applications  that  run  on  the  IBM  AS/400  and  are  used  by  K-12 
schools  for  library  management  and  administrative  applications. 

Keep  It  Simple  Systems,  Helena  $75,000 

This  company  assembles  and  sells  portable  solar  panels  that  can  be  used  to  run  portable  computers  and  other 
battery-operated  devices.  In  partnership  with  Apple  Computers,  Keep  It  Simple  Systems  has  developed  a  solar 
panel  that  attaches  to  the  lid  of  Apple's  new  tine  of  laptop  computers. 

Lattice  Materials  Corporation,  Bozeman  $555,000 

This  company  produces  and  sells  silicon  crystal  products.  They  provide  mirror  grade  silicon  crystal  products  for 
carbon  dioxide  lasers  and  optical  grade  silicon  crystal  products  for  imaging  systems. 

Mycotech  Corporation,  Butte  $1,208,824 

This  company  produces  and  sells  fungi  and  fungal-derived  products.  These  products  can  be  used  for  pest  control, 
hazardous  waste  treatment,  municipal  waste  treatment,  livestock  feed  additives,  and  metals  recovery. 

Nurture,  Inc.,  Missoula  $1,225,000 

This  company  makes  and  sells  an  oat-based  additive  that  provides  for  the  controlled  delivery  of  a  variety  of 
substances.  It  can  be  used  in  a  variety  of  applications  including  pesticides,  personal  care  products,  food,  and 
environmental  remediation. 

Optima  Industries,  Inc.,  Bozeman/Torrance,  CA  $700,000 

This  company  develops  and  markets  printed  circuit  board  drilling  systems.  This  company  is  headquartered  in 
California  and  intends  to  reopen  its  Bozeman  operation  after  resolution  of  product  development  issues. 

Pasta  Montana,  Great  Falls  $350,000 

This  company  will  produce  and  market  a  variety  of  pasta  products  from  Montana  wheat.  (MSTA  also  loaned  this 
company  an  additional  $500,000  through  the  Job  Investment  Loan  Program.) 

Positive  Systems,  Inc.,  Whitefish  $200,000 

This  company  develops  and  markets  digital  data  remote  sensing  systems.  The  company  Is  targeting  a  wide  range 
of  applications  including  agriculture,  natural  resources,  city  planning,  and  others. 

Safe  Shop  Tools,  Inc.,  Missoula  $125,000 

This  company  develops  and  markets  products  that  address  the  safety  concerns  of  industrial  employees  and  their 
employers.  The  company's  first  product  is  a  wheel  mounted  device  that  allows  mechanics  to  safely  remove  and 
replace  heavy  hub  and  brake  drum  assemblies. 

TMA  Technologies/Schmitt  Industries,  Portland,  OR  $1,455,956 

This  company,  originally  based  in  Bozeman,  manufactures  and  sells  instrumentation  used  for  test  and 
measurement  applications.  In  April  1995,  TMA  was  acquired  by  Schmitt  Industries.  As  part  of  the  buy-out 
agreement,  MSTA  sold  its  debentures  in  TMA  to  Schmitt  in  exchange  for  potential  royalties  of  $1 ,752,503.  So  far, 
MSTA  has  received  royalty  payments  of  $36,437. 

Ultrafem,  Inc.,  Missoula/New  York  City,  NY  $700,000 
This  company  develops  innovative  feminine  health  care  products.  This  company  has  headquarters  in  New  York 
City  and  manufacturing  and  distribution  in  Missoula.  This  company  raised  $34  million  in  an  Initial  Public  Offering 
in  February,  1996  and  $40  million  in  an  additional  offering  in  November,  1996.  Ultrafem  is  traded  on  the  NASDAQ 
exchange  under  the  symbol  UFEM. 


6 


Venture  Capital  Partnerships 


Glacier  Venture  Fund,  Helena  $1,000,000 

This  partnership  is  in  the  process  of  applying  to  become  an  SBA-certified  Small  Business  Investment  Company. 
This  fund  is  currently  capitalized  at  $2.6  million,  and  is  raising  an  additional  $2.4  million  to  meet  SBA  requirements. 

Northern  Rockies  Venture  Fund,  Butte/Boulder,  CO  $1,000,000 

This  $2  million  fund  is  the  first  privately  managed,  actively  investing  venture  capital  fund  in  Montana.  The  fund  has 
made  two  investments  so  far  and  is  in  the  process  of  completing  a  third. 


Job  Investment  Loan  Program 


As  a  part  of  the  continuum  of  funding  necessary  to  foster  economic  development  and 
diversify  the  economy,  the  Job  Investment  Loan  Program  (JIL)  was  created  by  the  1995 
Legislature.  Through  the  JIL,  MSTA  provides  gap  financing,  in  cooperation  with  private 
financial  institutions,  to  Montana  businesses  that  need  capital  for  business  start-up, 
expansion,  and  job  retention  projects.  This  capital  is  provided  by  statute  which  gives  MSTA 
investment  authority  over  $12.5  million  of  the  Permanent  Coal  Tax  Trust  Fund  until  June  30, 
1997.  As  discussed  on  page  two,  MSTA  can  also  invest  these  funds  through  the  Seed 
Capital  Investment  Program. 


Why  This  Program  Was  Created  And  How  It  Works 

This  program  was  created  to  augment  the  current  capabilities  of  the  economic  development 
portion  of  the  Federal  Community  Development  Block  Grant  Program  (CDBG).  The  purpose 
of  this  program  is  to  fulfill  financing  needs  not  currently  met  by  other  sources. 

MSTA  can  make  loans  of  up  to  $500,000  to  qualified  businesses  that  can  provide  matching 
funds.  The  matching  funds  must  include  participation  by  a  private  financial  institution. 
Statute  also  requires  MSTA  to  obtain  the  best  available  collateral  position.  MSTA  can 
subordinate  job  investment  loans  to  participating  private  financial  institutions  if  necessary  and 
appropriate.  In  this  case,  MSTA  typically  sets  an  interest  rate  that  is  slightly  higher  than  that 
of  the  participating  bank  in  order  to  compensate  for  the  increased  risk. 

Unlike  the  other  two  financing  programs  administered  by  MSTA,  the  staff  work  for  these  loans 
is  completed  by  the  Regional  Development  Officers  (RDOs)  of  the  Department  of 
Commerce's  Economic  Development  Division.  Businesses  submit  their  applications  through 
their  RDO  to  the  Department  of  Commerce  Loan  Review  Committee,  which  also  reviews 
CDBG  applications.  Applications  are  reviewed  and  recommendations  are  provided  to  the 
MSTA  Board.  The  MSTA  Board  makes  the  final  investment  decision. 


How  The  Job  Investment  Loan  Portfolio  Has  Performed 

Returns  on  this  fund  are  calculated  based  on  direct  financial  returns  as  well  as  on  long-term 
benefits  to  the  Montana  economy.  Page  eight  summarizes  these.  As  of  December  1996,  all 
loans  are  current. 
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Program  Summary 

To  date,  MSTA  has  made  job  investment  loan  commitments  totaling  $1,000,000  and  has 
disbursed  $500,000.  These  loans  have  encouraged  the  formation  and  retention  of  over  30 
jobs  with  cumulative  annual  wages  in  excess  of  $752,000,  resulted  in  associated  tax 
revenues,  and  have  leveraged  more  than  $10  million  into  these  companies.  Even  though 
these  loans  are  at  an  early  stage,  this  program  has  produced  significant  economic  benefits 
and  the  loans  are  returning  principal  and  interest. 


JOB  INVESTMENT  LOAN  PROGRAM 

(As  of  December,  1996) 


LOANS 

1995  -1996      Permanent  Coal  Tax  Trust  Portfolio 

Three  loans 

Committed  $  1,000,000 

Disbursed  $  500,000 


RETURNS 

All  figures  are  based  on  actual  reported  values  and  represent  accumulated  sums  since 
MSTA's  initial  loan.  Although  MSTA's  funds  are  not  the  only  factor  responsible  for  the 
benefits  listed  below,  these  loans  play  a  critical  role  and  have  enabled  businesses  to  realize 
expansion  and  growth. 

Financial  Returns  to  MSTA  (principal  and  earnings)     $  92,706 
(All  loans  are  current) 

Financial  Returns  to  the  State  and  Counties 

Personal  Income  Taxes  (estimated)'^*  $  25,000 

Personal  Property  Taxes  $  3,700 


Benefits  to  Montana's  Economy 

Three 
30 

$  752,000 
$  10,430,000 


Businesses  Directly  Supported 

Jobs 

Wages 

Leveraged  Funds 


(1)  "Income  Taxes"  =  "Wages"  (under  "Benefits  to  Montana")  x  3.4%,  per  the  Department  of  Revenue. 
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JOB  INVESTMENT  LOAN  PROGRAM  PORTFOLIO 

(The  figures  shown  represent  funds  committed.  Funds  disbursed  may  be  less.) 


Pasta  Montana,  Great  Falls  $500,000 

This  company  will  produce  and  market  a  variety  of  pasta  products  from  Montana  wheat. 
(MSTA  also  invested  an  additional  $350,000  in  this  company  through  the  Seed  Capital 
Investment  Program.) 

Spectrum  Pool  Products,  Missoula  $400,000 

This  company  manufactures  and  markets  equipment  to  make  swimming  pools  and  spas 
accessible  to  disabled  people. 

Yellowstone  ACE  Hardware,  Livingston  $100,000 

This  retail  business  sells  household  and  building  supplies. 


Research  &  Development  Financing  Program 


Through  the  Research  and  Development  Financing  Program,  MSTA  provides  capital  for 
supporting  the  centers  of  excellence  program,  funding  research  and  development  that  has 
commercial  potential,  and  developing  the  universities'  research  capabilities.  State  law 
authorizes  MSTA  to  invest  up  to  $1 1 .1  million  of  the  Permanent  Coal  Tax  Trust  Fund  to  fund 
these  programs  and  projects.  This  authority  was  originally  granted  in  1991  and  expires  June 
30,  1997. 


Why  This  Program  Was  Created  And  How  It  Works 

Research  and  development  efforts  are  essential  for  economic  health  in  any  society.  For 
Montana,  short  term  research  brings  in  out-of-state  money,  provides  Montana  companies 
collaborative  opportunities  and  research  infrastructure,  and  makes  a  better  education 
possible  for  both  undergraduate  and  graduate  students.  Long  term  research  provides  the 
technologies  which  will  drive  the  economy,  provide  for  a  better  quality  of  life  and  provide  jobs 
for  our  children.  Montanans  recognized  the  importance  of  providing  support  for  research  and 
established  the  MSTA  with  this  as  one  of  its  major  goals. 

This  program  was  created  to  upgrade  existing  research  capabilities,  support 
commercialization  of  research  and  development,  and  enhance  the  competitiveness  of 
businesses.  Through  this  program,  MSTA  makes  loans  for  projects  that  fulfill  these 
objectives.  These  projects  must  also  pass  a  thorough  review  process  and  provide  matching 
funds.  For  funded  projects,  MSTA  structures  loan  payments  as  a  percentage  of  the  project's 
service  or  product  revenues  until  an  agreed  to  multiple  of  the  loan  is  repaid,  usually  2.5  times. 
In  addition,  the  Montana  University  System  has  committed  to  a  guaranteed  annual  payback 
starting  at  $250,000  per  year  in  1994  and  increasing  to  $300,000  per  year  in  1999.  MSTA's 
statute  specifically  does  not  set  a  term  for  these  loans,  as  it  does  for  seed  capital 
investments.  Also,  because  these  funds  are  from  the  Permanent  Coal  Tax  Trust,  there  are 
no  grants,  and  no  loans  can  be  "repaid"  via  indirect  benefits.  It  is  recognized,  however,  that 
the  indirect  payback  to  the  state  through  job  creation,  collaborative  efforts  between  the 
University  System,  companies  and  leveraged  funds  is  extremely  important. 
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How  The  R  and  D  Loan  Portfolios  Have  Performed 

Returns  on  this  fund  are  calculated  based  on  direct  financial  returns  as  well  as  on  long-term 
benefits  to  the  Montana  economy.  Page  eleven  summarizes  these  returns.  The  sections 
below  deal  specifically  with  the  financial  performance  bf  the  portfolios. 

Alternative  Energy  Tax  Account  and  General  Fund  Portfolios  (1 986-1 990):  These  portfolios, 
totaling  $2,234,212,  have  returned  $788,952.  The  long-term  financial  success  of  these  loan 
portfolios  is  highly  dependent  on  the  continued  repayments  from  a  coal  benefication  project. 

Permanent  Coal  Tax  Trust  Portfolio  (1991-1996):  This  portfolio  of  $11.1  million  of  loan 
commitments  has  returned  $840,069.  (Loans  made  in  the  last  two  years  are  summarized  on 
page  12.)  These  investments  are,  by  nature,  riskier  and  longer-term  than  seed  capital 
investments.  The  risk  of  the  universities'  loans,  currently  totaling  $10,100,000,  is  mitigated 
because  statute  requires  the  universities  to  make  a  minimum  annual  payment  of  $250,000. 

Program  Summary 

MSTA  has  committed  all  of  the  $11.1  million  available  under  the  Research  and  Development 
Financing  Program.  These  investments  have  resulted  in  research  that  solves  industry 
problems,  development  of  projects  with  commercial  potential,  programs  that  enhance 
business  competitiveness,  and  medical  research  that  improves  quality  of  life.  The  program 
has  contributed  to  the  formation  and  retention  of  247  jobs  and  has  leveraged  $1 15.4  million 
into  projects  in  Montana.  More  than  31  collaborative  research  projects  between  research 
institutions  and  Montana  businesses  have  been  supported.  Additionally,  monetary  returns 
from  this  program  are  enabling  MSTA  to  self-fund  its  administration. 
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RandD  FINANCING  PROGRAM 

(As  of  December  1996) 


INVESTMENTS 

1986-1990       Alternative  Energy  Tax  Account  Loans  $2,029,212 
Written-off:        $  261,550 

Grants:  $  471,810  (not  included  elsewhere) 

(Universities:     $1,346,012  loans,  $114,405  grants) 

1988-1990       General  Fund  Loans  $  205,000 

(Universities:  $180,000) 

1991-1996       Permanent  Coal  Tax  Trust  Loans'^' 

Authorized:      $11,100,000  (until  June  1997) 
Committed:  $11,100,000 
(Universities:  $10,100,000) 

Disbursed:  (on  a  reimbursement  basis)  $7,761,716 
Total  Funds  Loaned  (disbursed)  $9,995,928 


RETURNS 

All  figures  are  based  on  actual  reported  values  and  represent  accumulated  sums  since 
MSTA's  initial  loan.  While  MSTA's  loan  is  but  one  of  the  factors  that  contributed  to  the 
realization  of  these  benefits,  it  is  a  critical  component  of  a  project.  It  demonstrates  state 
participation  and  thus  has  enabled  projects  to  receive  funds  from  other  sources. 


Financial  Returns  to  IVISTA  (principal  and  earnings)  $1 ,629,021 

Alt.  Energy  Tax/General  Fund  Loans  $  788,952 

Permanent  Coal  Tax  Trust  Loans  $  840,069 

Benefits  to  Montana's  Economy 

Research  and  Development  Projects  Financed  94 

Jobs  247 

Leveraged  Funds  $115.4  million 

Capital  Placed  by  the  Montana  Private  Capital  Network  $1 ,050,0000 

Clients  Served  by  Montana  Business  Connections  Over  5,500 

Industry/University  Collaborative  Research  -  Montana  Projects  31 

Centers  of  Excellence  5 

Medical  Research  Institutions  2 


(1)  This  does  not  include  a  $2  million  grant  awarded  by  the  Legislature  for  McLaughlin  Research  Center.  This 
was  funded  from  Coa!  Tax  Trust  earnings  and  disbursed  through  MSTA. 
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RESEARCH  AND  DEVELOPMENT  FINANCING  PROGRAM 


Projects  Funded  From  January  1995  -  December  1996 

(The  figures  shown  represents  funds  committed  to  the  project  listed  during  this  time  period.  Funds  disbursed  may 
be  less.) 


Biotechnology  Related  Activities,  state-wide  $93,490 

This  includes  joint  university-industry  research  and  development  in  areas  of  biotechnology  that  have  significant 
and  preferably  near-term  commercial  potential,  especially  for  Montana. 

Center  for  Advanced  Minerals  Processing,  Montana  Tech,  Butte  $150,000 

This  Center's  mission  is  to  enhance  the  state's  economy  by  supporting,  developing,  and  adding  value  to  the  state's 
mineral  industries.  This  is  done  through  increasing  the  extraction  of  value  from  minerals  and  mineral  processing 
wastes  and  by  developing  processes  which  minimize  waste  generation. 

Center  for  Biofilm  Engineering,  Montana  State  University,  Bozeman  $400,000 

This  Center  worths  with  industry  to  solve  problems  caused  by  biofilms  (microbial  slime).  The  study  of  Biofilms  can 
solve  serious  problems  including  acid  mine  drainage  and  oil  souring.  The  Center  wori<s  with  oil  companies,  mining 
services  companies,  bioremediation  companies,  and  biomedical  companies  in  developing  solutions  to  biofilm- 
related  problems.  Patents  are  filed  and  licensing  efforts  underway  for  technologies  leveraged  at  this  Center. 

Center  for  Biotechnology,  University  of  Montana,  Missoula  $100,000 

This  Center  perfonns  and  facilitates  research  in  the  biomedical  and  environmental  biotechnology  fields  and  assists 
Montana-based  companies  with  research  projects. 

Center  of  Excellence  -  Optical  Technology  Center,  Montana  State  University,  Bozeman  $250,000 

This  Center  pursues  optical  research  that  has  the  potential  to  transfer  technology  to  the  local  optical  industry  in 
Montana.  The  eight  laser/optical  companies  in  Bozeman  (with  approximately  200  employees)  participate  in  and 
benefit  from  the  Center's  efforts. 


Montana  Business  Connections,  Montana  University  System  $160,000 

This  program  is  a  cooperative  effort  of  Montana  organizations  and  is  facilitated  by  the  Montana  University  System. 
The  University  of  Montana  is  the  lead.  Formeriy  known  as  the  Montana  Entrepreneurship  Center,  it  enhances  the 
competitiveness  of  businesses  by  linking  businesses  with  information,  resources,  and  expertise.  In  the  last  five 
years,  MBC  has  served  over  5500  clients.  MBC  also  provides  support  for  the  Montana  Private  Capital  Network 
which  matches  entrepreneurs  with  private  investors. 

National  Science  Foundation's  EPSCoR,  state-wide  $2,705,000 

EPSCoR  is  the  Experimental  Program  to  Stimulate  Competitive  Research.  This  program  stimulates  systemic  and 
sustainable  improvements  in  the  capabilities  and  competitiveness  of  the  universities  in  order  to  enable  them  to 
compete  successfully  for  other  federal  research  and  development  funds.  Many  of  these  projects  involve 
collaborative  efforts  with  Montana  companies. 


Major  Projects  From  Previous  Years 


Deaconess  Research  Institute,  Billings  $500,000 

The  Institute's  goal  is  to  develop  a  nationally  recognized  biomedical  research  enterprise  that  will  serve  to  improve 
health  care  for  all  people,  but  in  particular  those  residing  in  the  Northern  Rockies  area.  Their  research  program 
concentrates  on  biomedical  issues  related  to  the  human  aging  process  with  an  emphasis  on  women's  health. 

McLaughlin  Research  Institute,  Great  Falls  $500,000 

The  Institute  focuses  on  identifying  the  genetic  causes  and  cures  of  life-threatening  diseases.  Current  programs 
include  research  on  Alzheimer's  disease  and  cardiovascular  disease. 


Western  Energy  Company,  Colstrip  $350,000 
MSTA  provided  funds  for  Western  Energy  in  1 986.  This  company  developed  a  process  for  removing  moisture, 
ash  and  sulfur  from  coal  mined  in  Montana.  They  now  have  a  full-scale  coal  benefication  plant  which  is  operating 
near  full  capacity.  MSTA  receives  a  royalty  based  on  the  tons  of  coal  processed.  To  date,  MSTA  has  received 
payments  of  $467,120  and  will  continue  to  receive  payments  until  the  year  2002.  (This  company  also  pays  coal 
severance  tax  and  thus  this  project  is  also  increasing  revenues  to  the  Permanent  Coal  Tax  Trust  Fund.) 
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Program  Administration 


How  the  Agency  is  Funded 

For  fiscal  years  1990  to  1993,  MSTA  administration  was  funded  from  the  General  Fund. 
Beginning  in  fiscal  year  1994,  MSTA  became  self-funding  from  earnings,  per  the  intent  of 
1993  legislation.'^'  Statute  allows  MSTA  to  pay  for  administration  costs  with:  investment 
earnings  received  from  Permanent  Coal  Tax  Trust  loans  (seed  capital  or  research  and 
development  loans  only),  principal  and  earnings  received  from  loans  made  from  a  source 
other  than  the  Coal  Tax  Trust,  and  funding  from  the  Board  of  Investments  (as  occurred  when 
MSTA  was  transitioning  into  a  self-funding  agency  in  1994).  Legislation  created  a  state 
special  revenue  account  to  which  these  funds  are  deposited  and  from  which  MSTA  pays 
administration  costs.  Since  MSTA  is  not  allowed  to  spend  more  than  the  budget 
appropriated  by  the  legislature,  excess  funds  return  to  the  Permanent  Coal  Tax  Trust. 

How  Payments  For  Loans  Are  Allocated 

MSTA  receives  payments  on  seed  capital,  and  research  and  development  loans  made  from 
the  Alternative  Energy  Tax  Account;  it  also  receives  payments  on  seed  capital,  research  and 
development,  and  jobs  investment  loans  made  from  the  Permanent  Coal  Tax  Trust.  An 
explanation  of  how  these  loans  are  allocated  is  provided  below. 

When  MSTA  receives  a  payment  on  a  seed  capital  or  research  and  development  Alternative 
Energy  Tax  loan,  the  entire  amount  is  deposited  into  the  State  Special  Revenue  account  set 
up  to  fund  MSTA  administration  costs.  The  balance  of  unspent  cash  from  this  source  of 
revenue  in  the  MSTA  administration  account  at  fiscal  year  end  is  deposited  into  the 
Permanent  Coal  Tax  Trust. 

When  MSTA  receives  a  payment  on  a  seed  capital  Permanent  Coal  Tax  Trust  loan,  the 
principal  is  credited  to  a  Permanent  Coal  Tax  Trust  revolving  account  and  the  earnings  are 
deposited  into  a  State  Special  Revenue  account  set  up  to  fund  MSTA  administration  costs. 
The  Permanent  Coal  Tax  Trust  revolving  account  funds  are  used  to  make  new  seed  capital 
or  job  investment  loans.  The  balance  of  unspent  cash  from  this  source  of  revenue  in  the 
MSTA  administration  account  at  fiscal  year  end  is  deposited  into  the  Permanent  Coal  Tax 
Trust. 

When  MSTA  receives  a  payment  on  a  research  and  development  Permanent  Coal  Tax  Trust 
loan,  40  percent  is  considered  principal  and  deposited  into  the  Permanent  Coal  Tax  Trust. 
The  MSTA  Board  chose  to  designate  an  amount  equal  to  5  percent  of  the  principal  repaid  as 
"interest."  This  5  percent  is  calculated  on  the  40  percent  and  is  deposited  into  the  Permanent 
Coal  Tax  Trust  as  interest.  The  remaining  amount  of  the  loan  payment  is  deposited  into  a 
State  Special  Revenue  account  set  up  to  fund  MSTA  administration  costs  and  just  like  the 
seed  capital  funds  deposited  into  this  account,  all  remaining  cash  at  fiscal  year  end  is 
deposited  into  the  Permanent  Coal  Tax  Trust. 


(1)  MSTA  is  not  funded  from  earnings  received  from  job  investment  loans.  However,  the  Department  of 
Commerce  can  receive  up  to  20%  of  the  interest  payments  received  from  job  investment  loans  to  pay  the  costs 
of  administering  the  JIL  .  This  portion  of  the  interest  is  deposited  in  the  job  investment  Administrative  Account  in 
the  State  Special  Revenue  Fund.  The  remaining  interest  is  returned  to  the  General  Fund. 
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When  MSTA  receives  a  payment  on  a  job  investment  Permanent  Coal  Tax  Trust  loan,  the 
principal  is  deposited  into  the  Permanent  Coal  Tax  Trust  revolving  account  and  20%  of  the 
interest  is  deposited  into  a  State  Special  Revenue  account  for  administration  of  the  funds. 
The  remaining  80%  of  the  interest  is  deposited  directly  into  the  General  Fund. 

In  fiscal  year  1996,  MSTA  received  revenues  of  $710,578.  The  allocation  of  the  funds  were 
as  follows: 


Permanent  Coal  Tax  Trust  Fund  $337,81 0 

Permanent  Coal  Tax  Trust  Revolving  Fund  $  57,041 

MSTA  State  Special  Revenue  Fund  $291 ,503 

JIL  State  Special  Revenue  Fund  $  3,352 

General  Fund  $  20.872 

Total  $710,578 
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PROGRAM  ADMINISTRATION 

(As  of  December  1 996) 


FUNDING  AND  COSTS 

Fiscal  Year                         1995  1996  1997  1998  1999 

Actual  Actual  Projected  Proposed  Proposed 

state  Special  Rev. 

MSTA  Admin(Seed  &  R&D)     $294,100.00  $291,503.00  $270,330.00  $343,122.00  $342,747.00 

JIL  Admin                                   $0.00  $2,760.00  $2,760.00  $12,686.00  $16,412.00 

Total                                  $294,100.00  $294,263.00  $273,090.00  $355,808.00  $359,159.00 

%  Self-Funding                               100%  100%  100%  100%  100% 


TOTAL  FUNDS  INVESTED 

(Seed  Capital  Investment  Program,  Job  Investment  Loan  Program  and  R&D  Financing  Program) 

Total  Funds  Committed  $  24,228.642 

Permanent  Coal  Tax  Trust  $  21 ,378,930 

Alt.  Energy/General  Fund  $  2,849,712 

Total  Funds  Disbursed  $19,41 5,358 

Permanent  Coal  Tax  Trust  $16,565,646 

Alt.  Energy/General  Fund  $  2,849,712 


PAYBACK  RECEIVED 


Seed  $608,740.00 

JIL  $92,534.00 

R&D  $1,629,021.00 

Misc.  $15,037.00 

Total  Payback  Received 

Since  Inception  Thru  12/12/96  $2,345,332.00 

REVENUE  PROJECTION  FY95  Actual          FY96  Actual  FY97  Projection      FY98  Projection      FY99  Projection 

Seed  $24,102.00            $178,160.00  $514,435.00  $1,286,317.00  $1,014,142.00 

JIL  $0.00              $48,765.00  $103,074.00  $103,074.00  $190,674.00 

R&D  $408,551.00            $476,131.00  $803,512.00  $518,233.00  $538,947.00 

Misc.  $7,522.00  $7,500.00 

Total  Revenue  $432,653.00            $710,578.00  $1,428,521.00  $1,907,624.00  $1,743,763.00 
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Description  of  Selected  Portfolio  Projects 


Since  the  1995  Biennial  report,  a  number  of  investmeVits  have  either  returned  significant 
amounts  of  capital  to  MSTA,  have  exciting  prospects  for  the  future,  or  have  benefitted  the 
state  in  other  ways.  Examples  of  this  are  listed  below: 


Mycotech  Corporation 

Mycotech,  located  in  Butte,  develops,  manufactures  and  markets  fungi  and  fungal-derived 
products.  Mycotech  closed  a  $7  million  financing  round  in  1996  and  is  completing  the 
construction  of  a  production  plant  designed  to  produce  fungal  bio-insecticide  products  for 
crop  pest  control.  MSTA  has  $1 .2  million  of  seed  capital  funds  invested  in  the  company  in 
four  rounds  of  financing  with  a  number  of  venture  capital  companies,  with  the  stock  price 
increasing  in  each  round.  Mycotech  has  twenty-seven  employees. 


Ultrafem,  Inc. 

Ultrafem,  with  a  manufacturing  and  distribution  center  located  in  Missoula,  is  headquartered 
in  New  York.  In  February  1996,  the  company  went  public  on  the  NASDAQ  exchange 
(symbol  UFEM)  and  raised  $34  million.  The  company  develops  and  markets  innovative 
feminine  health  care  products.  In  late  1996,  the  company  completed  a  second  offering  and 
raised  an  additional  $40  million.  MSTA  invested  $700,000  of  seed  capital  funds  in  the 
company  starting  in  1991,  and  the  company's  stock  is  trading  at  three  to  four  times  the  value 
of  MSTA's  original  stock  price.  Ultrafem  employs  more  than  100  people  at  its  facilities  in 
Missoula. 


Life  Resonances,  Inc. 

In  1987,  MSTA  invested  $125,000  of  research  and  development  funds  in  Life  Resonances, 
Inc.,  located  in  Bozeman,  to  conduct  research  into  how  the  transport  of  charged  ions  across 
cell  membranes  could  be  controlled  with  electromagnetic  signals.  Technology  was 
developed  to  control  physiological  events  using  electromagnetic  fields.  The  technology  was 
licensed  to  Orthologic,  Inc.  and  the  company  went  public  on  the  NASDAQ  exchange  (symbol 
OLGC).  Using  Life  Resonances'  technology,  Orthologic  developed  products  to  treat  nonunion 
bone  fractures.  The  products  were  successful  and  as  a  result,  in  1996,  Life  Resonances,  Inc., 
paid  back  two  and  one-half  times  ($312,500)  the  original  MSTA  loan.  In  addition,  the 
company  is  obligated  to  pay  MSTA  a  royalty  on  product  sales  for  ten  years. 


Rosebud  Syncoal  Partnership/Western  Energy  Company 

In  1986,  MSTA  invested  $350,000  of  research  and  development  funds  in  Western  Energy, 
located  in  Colstrip,  to  develop  a  coal  drying  technology  that  would  provide  a  cost-effective 
method  of  removing  water  and  sulfur  and  boosting  the  energy  output  of  coal.  Today,  the 
company  has  35  employees  and  operates  a  $69  million  dollar  plant  in  Colstrip.  Western 
Energy  perfected  the  coal  drying  technology  and  sells  approximately  316,000  tons  of  coal  a 
year.  The  company  has  returned  $467,120  to  MSTA  and  continues  to  make  payments  on 
the  loan. 
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Taxol  Project 

In  1992,  MSTA  invested  $42,000  of  research  and  development  funds  in  the  Center  of 
Excellence  in  Biotechnology  research  proposal  entitled  "Taxol  From  Yew  Associated 
Microbes".  Taxol  is  one  of  the  most  promising  anticancer  drugs  under  investigation  by  the 
National  Cancer  Institute  but  inability  to  mass  produce  the  drug  at  a  low  cost  resulted  in  a 
high  price  and  limited  supply.  Until  recently  the  drug  had  to  be  extracted  from  the  bark  or 
needles  of  the  pacific  yew  tree.  Drs.  G.  Strobel,  A.  Stierle  and  D.  Stierle  from  Montana  State 
University  and  Montana  Tech,  identified  a  rare  fungus  isolated  from  a  yew  tree,  which  is 
capable  of  making  Taxol.  Montana  State  University  licensed  the  technology  to  Cytoclonal 
Pharmaceutics,  a  company  in  Texas,  and  Cytoclonal  began  sponsoring  Taxol  research  on 
the  two  university  campuses  with  the  goals  of  isolating  additional  taxol-producing  fungi  and 
Increasing  the  production  of  fungal  Taxol.  Currently,  over  20  fungi  have  been  identified  and 
Cytoclonal  Is  developing  its  fungal  fermentation  system  to  be  a  major  Taxol  source  for  global 
demand. 


Conclusion 

MSTA  now  self-funds  its  administration,  returns  money  to  the  Permanent  Coal  Tax  Trust  and 
provides  revolving  funds  to  reinvest  through  seed  capital  or  job  investment  loans.  MSTA  has 
sponsored  five  Centers  of  Excellence,  helped  launch  and  expand  sixteen  companies, 
assisted  in  creating  and  retaining  more  than  500  jobs  in  Montana  and  leveraged  over  $260 
million  into  MSTA  companies  and  projects.  MSTA,  after  10  years  of  hard  work  by  many 
people,  has  begun  to  exhibit  success. 
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550  copies  of  this  public  document  were  published  at  an  estimated 
cost  of  $1 .00  per  copy,  for  a  total  cost  of  $550.00,  which  includes 
$450.00  for  printing  and  $100.00  for  distribution. 


